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AFFIRMATION

We Dennis McVeigh and Angelo Bulone affirm that to the best of our knowledge and belief the accompanying

financial statements and supplementary schedules pertaining to Blackwatch Brokerage Inc wholly-owned subsidiary of

The Macgregor Group Inc for the
year ended December 31 2010 are true and correct We further affirm that neither the

Company nor any officer or director has any proprietary interest in any account classified solely as that of customer

Magally Rosarlo

Notary Public State of New York

Reg No 01R06134488

Qualified In Kings County

My Commission Expires October 2013

Angelo

Managing

Dirtor

Controller

CFO
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With Report of Independent Registered Public Accounting Firm Thereon



KPMG LLP

345 Park Avenue

New York NY 101 54-0102

Report of Independent Registered Public Accounting Firm

The Board of Directors

Blackwatch Brokerage Inc

We have audited the accompanying statement of financial condition of Blackwatch Brokerage Inc the Company

wholly-owned subsidiary of The Macgregor Group Inc as of December 31 2010 that you are filing pursuant to

Rule 17a-5 under the Securities Exchange Act of 1934 This statement of financial condition is the responsibility of the

Companys management Our responsibility is to express an opinion on this statement of financial condition based on our

audit

We conducted our audit in accordance with auditing standards generally accepted in the United States of America Those

standards require that we plan and perform the audit to obtain reasonable assurance about whether the statement of financial

condition is free of material misstatement An audit includes consideration of internal control over fmancial reporting as

basis for designing audit procedures that are appropriate in the circumstances but not for the purpose of expressing an

opinion on the effectiveness of the Companys internal control over financial reporting Accordingly we express no such

opinion An audit of statement of financial condition also includes examining on test basis evidence supporting the

amounts and disclosures in that statement of financial condition assessing the accounting principles used and significant

estimates made by management as well as evaluating the overall statement of financial condition presentation We believe

that our audit of the statement of financial condition provides reasonable basis for our opinion

In our opinion the statement of financial condition referred to above presents fairly in all material respects the financial

position of Blackwatch Brokerage Inc as of December 31 2010 in conformity with U.S generally accepted accounting

principles

LCP

February 252011

KPMG LLP is Delaware hroited liability partnership

the U.S member firm of KPMG International Cooperative

KPMG Internationall Swiss entity



BLACKWATCH BROKERAGE INC

wholly-owned subsidiary of The Macgregor Group inc

Statement of Financial Condition

December 31 2010

Assets

Cash and cash equivalents 3374384

Receivables from broker-dealers net 3067384

Securities owned at fair value 7119

Due from affiliates 135315

Deferred taxes net 63580

Other assets 2189

Total assets 6649971

Liabilities and Stockholders Equity

Liabilities

Accounts payable and accrued expenses 75625

Due to Parent and affiliates 897890

Income taxes payable 125517

Total liabilities 1099032

Commitments and contingencies

Stockholders equity

Common stock $0.01 par value 3000 shares authorized

1000 shares issued and outstanding
10

Additional paid-in capital 1364931

Retained earnings 4185998

Total stockholders equity 5550939

Total liabilities and stockholders equity 6649971

See accompanying notes to Statement of Financial Condition



BLACKWATCH BROKERAGE INC

wholly-owned subsidiary of The Macgregor Group Inc

Notes to Statement of Financial Condition

December 31 2010

Organization and Basis of Presentation

Blackwatch Brokerage Inc the Company is broker-dealer registered with the Securities and

Exchange Commission SEC and is member of the Financial Industry Regulatory Authority Inc

FINRA The Company is wholly-owned subsidiary of The Macgregor Group Inc the Parent

provider of trade order management technology for the financial community which in turn is ultimately

owned by Investment Technology Group Inc ITG
The Company is engaged in single line of business as securities broker and generates transaction fee

revenue through revenue sharing agreements with alternative trading systems electronic communications

networks and other broker-dealers collectively the Clients

The Statement of Financial Condition and accompanying notes are prepared in accordance with accounting

principles generally accepted in the United States of America U.S GAAP

The Company in connection with its activities as broker-dealer does not hold funds or securities for

clients and accordingly the Company is exempt from SEC Rule 5c3-3 pursuant to provision k2ii of

such rule

Summary of Significant Accounting Policies

Use of Estimates

The preparation of the Statement of Financial Condition in accordance with U.S GAAP requires

management to make estimates and assumptions that affect the reported amounts of assets and liabilities

and the disclosure of contingent assets and liabilities Actual results could differ from those estimates

Cash and Cash Equivalents

The Company considers all highly liquid investments with original maturities of three months or less to be

cash equivalents Included in cash and cash equivalents at December 31 2010 is an investment in U.S

Government money market fund of $3364000

Fair Value of Financial Instruments

Substantially all of the Companys financial instruments are carried at fair value or amounts approximating

fair value Cash and cash equivalents and receivables from broker-dealers are carried at fair value

Liabilities are carried at amounts approximating fair value

Securities Transactions

Receivables from broker-dealers net consist of transaction fees receivable net of an allowance for

doubtful accounts of $45999 at December 31 2010 which is determined based upon managements

estimate of the collectibility of such receivables

Securities owned at fair value at December 31 2010 consists of common stock The securities are valued

using market quotes



BLACKWATCH BROKERAGE INC
wholly-owned subsidiary of The Macgregor Group Inc

Notes to Statement of Financial Condition

December 31 2010

Income Taxes

The Company is included in the consolidated Federal and combined state and local income tax returns of

TTG The Company is charged or credited with an amount equal to its separate tax liability or benefit as if

it were filing on an individual company basis and current income taxes are paid to ITG pursuant to tax

sharing agreement between the Company and ITG

Income taxes are accounted for on the asset and liability method Deferred tax assets and liabilities if any

are recognized for the future tax consequences attributable to differences between the financial statement

carrying amounts of existing assets and liabilities and their respective tax bases Deferred tax assets and

liabilities are measured using enacted tax rates expected to apply to taxable income in the
years

in which

the temporary differences are expected to be recovered or settled The effect on deferred tax assets and

liabilities of change in tax rates is recognized in income in the period that includes the enactment date

valuation allowance if any is recorded against deferred tax assets if it is more likely than not that such

assets will not be realized

Contingent income tax liabilities are recorded when the criteria for loss recognition under Accounting

Standards Codification ASC740 income Taxes have been met Specifically ASC 740 requires that

the determination of whether or not tax position is more likely than not to be sustained upon examination

based upon the technical merits of the position If this recognition threshold is met the tax benefit is then

measured based on the largest benefit that has greater than fifty percent likelihood of being realized upon

ultimate resolution ITG allocates tax uncertainties specific to the Company in manner consistent with its

policy of charging or crediting amounts equal to the Companys separate tax liability or benefit as if the

Company were filing on an individual basis All tax uncertainties are held by the Company until such time

that the statute of limitations or the period under audit for the jurisdiction is settled

Recent Accounting Pronouncements

In January 2010 the Financial Accounting Standards Board FASB issued Accounting Standards

Update ASU No 2010-06 which updates the guidance in ASC 820 Fair Value Measurements and

Disclosures The ASU requires new disclosures including significant transfers in and out of Level and

Level fair value measurements and reconciliation of Level fair value measurements including

purchases sales issuances and settlements on gross
basis The ASU also amends ASC Subtopic 820-10

to clarify certain existing disclosures regarding the level of disaggregation at which fair value

measurements are provided for each class of assets and liabilities instead of major category and

disclosures about inputs and valuation techniques used to measure fair value for both recurring and non

recurring fair value measurements that fall in either Level or Level The majority of the provisions of

this update including those applicable to the Company were effective for annual and interim periods

beginning after December 15 2009 with the remainder being effective for interim and annual reporting

periods beginning after December 15 2010 The adoption of the guidance in 2010 did not have material

impact on the Companys disclosures nor does the Company expect the adoption of the remaining guidance

in 2011 to impact its disclosures



BLACKWATCH BROKERAGE INC

wholly-owned subsidiary of The Macgregor Group Inc

Notes to Statement of Financial Condition

December 31 2010

In February 2010 the FASB issued ASU No 20 10-09 which updates the guidance in ASC 855

Subsequent Events such that companies that file with the SEC will no longer be required to indicate the

date through which they have analyzed subsequent events This updated guidance became effective

immediately upon issuance and was adopted in 2010

Fair Value Measurements

Fair value is the price that would be received to sell an asset or paid to transfer liability in an orderly

transaction between market participants at the measurement date In determining fair value various

methods are used including market income and cost approaches Based on these approaches certain

assumptions that market participants would use in pricing the asset or liability are used including

assumptions about risk and or the risks inherent in the inputs to the valuation technique These inputs can

be readily observable market-corroborated or generally unobservable firm inputs Valuation techniques

that are used maximize the use of observable inputs and minimize the use of unobservable inputs Based on

the observability of the inputs used in the valuation techniques fair value measured financial instruments

are categorized according to the fair value hierarchy prescribed by ASC 820 The fair value hierarchy ranks

the quality and reliability of the.information used to determine fair values Financial assets and liabilities

carried at fair value are classified and disclosed in one of the following three categories

Level Fair value measurements using unadjusted quoted market prices in active markets for

identical unrestricted assets or liabilities

Level Fair value measurements using correlation with directly or indirectly observable market

based inputs unobservable inputs that are corroborated by market data or quoted prices in markets

that are not active

Level Fair value measurements using inputs that are significant and not corroborated by market

data

Level consists of financial instruments whose value is based on quoted market prices such as exchange-

traded mutual funds and listed equities Level financial assets at December 31 2010 consist of equity

securities of $7119 included in securities owned at fair value and an investment in U.S Government

money market fund of $3364000 included in cash and cash equivalents The Company does not

currently have any Level liabilities

Level includes financial instruments that are valued using models or other valuation methodologies

These models are primarily standard models that consider various assumptions including time value yield

curve and other relevant economic measures Substantially all of these assumptions are observable in the

marketplace can be derived from observable data or are supported by observable levels at which

transactions are executed in the marketplace The Company currently does not have any Level assets or

liabilities



BLACKWATCH BROKERAGE INC

wholly-owned subsidiary of The Macgregor Group Inc

Notes to Statement of Financial Condition

December 31 2010

Level is comprised of financial instruments whose fair value is estimated based on internally developed

models or methodologies utilizing significant inputs that are generally less readily observable The

Company currently does not have any Level assets or liabilities

Related Party Transactions

The Company reimburses the Parent for providing administrative and support services to the Company

These services include but are not limited to office space telephone services computer services internal

accounting payroll utilities and other miscellaneous services

The Company entered into revenue sharing agreements with ITG Inc and Investment Technology Group

Limited ITG Limited in which the Company earns transaction fees based on the volume of shares

traded via links between the Parents technology product and ITG Inc and ITG Limited

Income Taxes

For the year ended December 31 2010 the Companys operations were included in the consolidated

Federal and combined state and local income tax returns of ITG The Company accounts for income taxes

as if it were separate entity

As of December 31 2010 the Company had net payable of $227250 owed to ITG related to current

income taxes which is included in due to Parent and affiliates on the Statement of Financial Condition

At December 31 2010 deferred taxes net recorded on the Statement of Financial Condition consist of

deferred tax assets of $64946 attributable to reserves and allowance for bad debts and deferred tax

liabilities of $1366 attributable to unrealized investment gains

At December 31 2010 management of the Company believes that it is more likely than not that future

reversals of existing taxable temporary differences and anticipated future taxable income will be sufficient

to realize the
gross

deferred tax assets

Tax Uncertainties

Under ASC 740 company must recognize the tax benefit from an uncertain tax position only if it is more

likely than not that the tax position will be sustained on examination by the taxing authorities The tax

benefits recognized in the statement of financial condition from such position are measured based on the

largest benefit that has greater than fifty percent likelihood of being realized upon ultimate resolution

During 2010 uncertain tax positions in the U.S were resolved for the 2008 fiscal year resulting in

decrease in the Companys liability of $96492 and reversal of the related deferred tax asset of $33772



BLACKWATCH BROKERAGE INC

wholly-owned subsidiary of The Macgregor Group Inc

Notes to Statement of Financial Condition

December 31 2010

reconciliation of the beginning and ending amounts of unrecognized tax benefits is as follows

BalanceatJanuaryl2010 192484

Additions based on tax positions related to the current year

Additions based on tax positions of prior years

Reductions for tax positions of prior years

Reductions due to settlements with taxing authorities 96492
Reductions due to expiration of statute of limitations

Balance at December 31 2010 95992

With limited exception ITG is no longer subject to U.S Federal state or local tax audits by taxing

authorities for years preceding 2007 The Internal Revenue Service IRS is currently examining ITGs

U.S Federal income tax returns for 2007 and 2008 Certain state and local returns are also currently under

various stages of audit We do not anticipate significant change to the total unrecognized tax benefit

within the next twelve months

Off-Balance Sheet Risk and Concentrations of Credit Risk

The Company is engaged in brokerage activities in which the counterparties are other broker-dealers In

the event counterparties do not fulfill their obligations the Company may be exposed to risk The risk of

default depends on the creditworthiness of the counterparty It is the Companys policy to review as

necessary the credit standing of each counterparty

Financial instruments that potentially subject the Company to concentrations of credit risk are primarily

cash and cash equivalents receivables from brokers-dealers and securities owned at fair value Cash and

cash equivalents are deposited with major U.S banking institution

Net Capital Requirement

The Company is subject to the SEC Uniform Net Capital Rule SEC Rule 15c3-l which requires the

maintenance of minimum net capital and requires that the ratio of aggregate indebtedness to net capital

both as defined shall not exceed 15 to The Company has elected to use the basic method permitted by

SEC Rule 5c3- which requires that the Company maintain minimum net capital as defined equal to the

greater of $5000 or 62/3% of aggregate indebtedness

At December 31 2010 the Company had net capital of $3213574 which was $3140305 in excess of

required net capital of $73269 The Companys ratio of aggregate indebtedness to net capital was 0.34 to



KPMG LLP

345 Park Avenue

New York NY 10154-0102

Report of In dependent Registered Public Accounting Firm on Internal Control

Required by SEC Rule 17a-5g1

The Board of Directors

Blackwatch Brokerage Inc

In planning and performing our audit of the financial statements of Blackwatch Brokerage Inc the Company
wholly-owned subsidiary of The Macgregor Group Inc as of and for the

year
ended December 31 2010 in

accordance with auditing standards generally accepted in the United States of America we considered the Companys

internal control over financial reporting internal control as basis for designing our auditing procedures for the

purpose of expressing our opinion on the fmancial statements but not for the purpose of expressing an opinion on the

effectiveness of the Companys internal control Accordingly we do not express an opinion on the effectiveness of

the Companys internal control

Also as required by Rule 7a-5g of the Securities and Exchange Commission SEC we have made study of

the practices and procedures followed by the Company including consideration of control activities for safeguarding

securities This study included tests of such practices and procedures that we considered relevant to the objectives

stated in Rule 7a-5g in making the periodic computations of aggregate indebtedness and net capital under Rule

7a-3a 11 and for determining compliance with the exemptive provisions of Rule 5c3-3 Because the Company

does not carry securities accounts for customers or perform custodial functions relating to customer securities we did

not review the practices and procedures followed by the Company in any of the following

Making quarterly securities examinations counts verifications and comparisons and recordation of

differences required by Rule 17a-13

Complying with the requirements for prompt payment for securities under Section of Federal Reserve

Regulation of the Board of Governors of the Federal Reserve System

The management of the Company is responsible for establishing and maintaining internal control and the practices

and procedures referred to in the preceding paragraph In fulfilling this responsibility estimates and judgments by

management are required to assess the expected benefits and related costs of controls and of the practices and

procedures referred to in the preceding paragraph and to assess whether those practices and procedures can be

expected to achieve the SECs above-mentioned objectives Two of the objectives of internal control and the

practices and procedures are to provide management with reasonable but not absolute assurance that assets for which

the Company has responsibility are safeguarded against loss from unauthorized use or disposition and that

transactions are executed in accordance with managements authorization and recorded properly to permit the

preparation of financial statements in conformity with U.S generally accepted accounting principles Rule 7a-5g

lists additional objectives of the practices and procedures listed in the preceding paragraph

Because of iitherent limitations in internal control and the practices and procedures referred to above error or fraud

may occur and not be detected Also projection of any evaluation of them to future periods is subject to the risk that

they may become inadequate because of changes in conditions or that the effectiveness of their design and operation

may deteriorate

KPMG LLP is Delaware limited liabilrty partnership

the us member firm of KPMG International Cooperative

lKPMG lvternationall Swiss entity



control deficiency exists when the design or operation of control does not allow management or employees in the

normal course of performing their assigned functions to prevent or detect misstatements on timely basis

significant deficiency is deficiency or combination of deficiencies in internal control that is less severe than

material weakness yet important enough to merit attention by those charged with governance

material weakness is deficiency or combination of deficiencies in internal control such that there is reasonable

possibility that material misstatement of the Companys financial statements will not be prevented or detected and

corrected on timely basis

Our consideration of internal control was for the limited purpose described in the first and second paragraphs and

would not necessarily identify all deficiencies in internal control that might be material weaknesses We did not

identify any deficiencies in internal control and control activities for safeguarding securities that we consider to be

material weaknesses as defined previously

We understand that practices and procedures that accomplish the objectives
referred to in the second paragraph of this

report are considered by the SEC to be adequate for its purposes in accordance with the Securities Exchange Act of

1934 and related regulations and that practices and procedures that do not accomplish such objectives in all material

respects indicate material inadequacy for such purposes Based on this understanding and on our study we believe

that the Companys practices and procedures as described in the second paragraph of this report were adequate at

December 31 2010 to meet the SECs objectives

This report is intended solely for the information and use of the Board of Directors management the SEC the

Financial Industry Regulatory Authority Inc and other regulatory agencies that rely on Rule 7a-5g under the

Securities Exchange Act of 1934 in their regulation of registered brokers and dealers and is not intended to be and

should not be used by anyone other than these specified parties

LCP

February 25 2011
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KPMG LLP

345 Park Avenue

New York NY 101 54-0102

Independent Registered Public Accounting Firms Report on Applying Agreed-Upon Procedures Related

to the SIPC Assessment Reconciliation

Board of Directors

Blackwatch Brokerage Inc

In accordance with Rule 17a-5e4 under the Securities Exchange Act of 1934 we have performed the

procedures enumerated below with respect to the accompanying Schedule of Assessment and Payments

Assessment Reconciliation Form SIPC-7 to the Securities Investor Protection Corporation SIPC for the year

ended December 31 2010 which were agreed to by Blackwatch Brokerage Inc the Company and the

Securities and Exchange Commission Financial Industry Regulatory Authority Inc and SIPC solely to assist

you and the other specified parties in evaluating the Companys compliance with the applicable instructions of

the General Assessment Reconciliation Form SIPC-7 The Companys management is responsible for the

Companys compliance with those requirements This agreed-upon procedures engagement was conducted in

accordance with attestation standards established by the American Institute of Certified Public Accountants The

sufficiency of these procedures is solely the responsibility of those parties specified in this report Consequently

we make no representation regarding the sufficiency of the procedures described below either for the purpose for

which this report has been requested or for arty other purpose
The procedures we performed and our findings are

as follows

Compared the listed assessment payments in Form SIPC-7 with respective cash disbursement records

entries noting no differences

Compared the amounts reported on the audited Form X-17A-5 for the year ended December 31 2010

as applicable with the amounts reported in Form SIPC-7 for the year ended December 31 2010 noting

no differences

Compared any adjustments reported in Form SIPC-7 with supporting schedules and working papers

noting no differences and

Proved the arithmetical accuracy of the calculations reflected in Form SIPC-7 and in the related

schedules and working papers supporting the adjustments noting no differences and

Compared the amount of any overpayment applied to the current assessment with the Form SIPC-7T on

which it was originally computed noting no differences

We were not engaged to and did not conduct an examination the objective of which would be the expression of

an opinion on compliance Accordingly we do not express such an opinion Had we performed additional

procedures other matters might have come to our attention that would have been reported to you

This report is intended solely for the information and use of the specified parties listed above and is not intended

to be and should not be used by anyone other than these specified parties

February 25 2011 LCP

KPMG LLP is Delaware hmted kabWty partnership

the U.S member firm of KPMG International Cooperative

KPMG Internationall Swiss entity



SECURITIES INVESTOR PROTECTION CORPORATION
P.O Box 92185 Washington D.C 20090-2185

202-371-8300

General Assessment Reconciliation

For the fiscal year ended
December 31

20

Read carefully the instructions in your Working Copy before completing this Form

TO BE FILED BY ALL SIPC MEMBERS WITH FISCAL YEAR ENDINGS

Name of Member address Designated Examining Authority 1934 Act registration no and month in which fiscal year ends for

purposes of the audit requirement of SEC Rule 7a-5

0591968 FINRA DEC Note If any of the information shown on the mailing label

requires correction please e-mail any corrections to

BLACKWATCH BROKERAGE INC 1212 form@sipc.org and so indicate on the form filed

ATTNFINANCE DEPT

321 SUMMER STREET

BOSTON MA 02210-1725

Name and telephone number of person to contact

respecting this form

TED WEATHERSBEE 617239-8625

General Assessment 2e from page not less than $150 minimum

Less payment made with SIPC-6 filed exclude interest

7/29/2010

Date Paid

Less prior overpayment applied

Assessment balance due or overpayment

Interest computed on late payment see instruction for days at 20% per annum

Total assessment balance and interest due or overpayment carried forward

PAID WITH THIS FORM
Check enclosed payable to SIPC

Total must be same as above 18275

Overpayment carried forward

38666

20391

18275

18275

Subsidiaries and predecessors included in this form give name and 1934 Act registration number

The SIPC member submitting this form and the

person by whom it is executed represent thereby

that all information contained herein is true correct

and complete

Datedthe25 dayof FEBRUARY 2011_ MANAGING DIRECTOR AND CONTROLLER
ITitle

This form and the assessment payment is due 60 days after the end of the fiscal year etain the Working Copy of this form

for period of not less than years the latest years in an easily accessible place

__ LlaLes ____________
Postmarked

LU

Calculations _________

Exceptions

C/
Disposition of exceptions

Received Reviewed

Documentation _________ Forward Copy

SIPC-7

31-REV 5/10

SIPC-7

31-REV 5/10

BLACKWATCH INC



DETERMINATION OF SIPC NET OPERATING REVENUES
AND GENERAL ASSESSMENT

Item No
2a Total revenue FOCUS Line 12/Part IA Line Code 4030

2b Additions

Total revenues trom the seourities business ot subsidiaries exoept toreign subsidiaries and

predeoessors not inoluded above

Net loss from prinoipal transaotions in seourities in trading aooounts

Net loss trom prinoipal transaotions in oommodities in trading aooounts

Interest and dividend expense deduoted in termining item 2a

Net loss trom management ot or partioipation in the underwriting or distribution ot seourities

Expenses other than advertising printing registration tees and legal tees deduoted in determining net

protit
trom management ot or partioipation in underwriting or distribution of seourities

Net loss trom securities in investment accounts

Total additions

Total interest and dividend expense FOCUS Line 22/PART IIA Line 13

Code 4075 pIus line 2b4 above but not in excess

ot total interest and dividend income

40% ot margin interest earned on customers securities

accounts 40% ot FOCUS line Code 3960

Enter the greater of line or

Total deductions

2d SIPC Net Operating Revenues

2e General Assessment .0025

Amounts tor the tiscal period

beginning 20i2

and ending
DECEMBER 31 20.12

Eliminate cents

15466467

2o Deductions

Revenues from the distribution ot shares ot registered open end investment company or unit

investment trust from the sale ot variable annuities from the business ot insurance trom investment

advisory services rendered to registered investment companies or insurance company separate

accounts and trom transactions in security tutures products

Revenues trom commodity transactions

Commissions floor brokerage and clearance paid to other SIPC members in connection with

securities transactions

Reimbursements tor postage in connection with proxy solicitation

Net gain from securities in investment accounts

100% of commissions and markups earned trcm transactions in certificates ot deposit and

Treasury bills bankers acceptances or commercial paper that mature nine months or less

from issuance date

Direct expenses ot printing advertising and legal tees incurred in connection with other revenue

related to the securities business revenue detined by Section 69L of the Act

Other revenue not related either directly or indirectly to the securities business

See Instruction

15466467

38666
to page but not less than

$150 minimum


